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A Wall Street investment banker cautions the private
company against the dangers of “going public" too
soon and suggests alternative means of raising out
side capital—

GOING PUBLIC MAY NOT BE THE ANSWER
by Robert M. Smith
Editor

successful companies are
racking ordeal of SEC registra
expanding companies in nor
tion, and, then, very often not com
mal times. That almost inevitably
ing up with the total amount of
means that at some point they grow
capital you will need for the future.
beyond their original financing
That’s all wrong, according to
channels, whether they be founders’
William M. Wolfson, CPA and se
capital, cash flow, or short-term
nior vice president—corporate fi
bank arrangements.
nance for Halle & Stieglitz Inc., an
At that point the company will
82-year-old New York investment
either have to limit its expansion
underwriter.
arbitrarily or redesign its capital
Mr. Wolfson thinks companies
structure to develop a broader fi
should look on investment under
nancial base.
writers as prudent people do on
Most companies, of course,
their family doctors—experts to be
choose the second alternative. And
known and consulted before they’re
to most, the most common solu
critically needed.
tion is “going public.”
Why?
That means approaching an un
Primarily because underwriters
derwriting firm and persuading it
can give good financial advice un
der everyday, normal circumstan
to accept your issue, going through
ces, just as a good doctor can give
the long, expensive, and nerve
ost
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sensible health advice before the
patient has to be admitted to the
hospital.
And one of these pieces of ad
vice Mr. Wolfson recommends most
highly is that going public is not
the only way to raise needed
money and may, in many instances,
be the worst way.
For many companies a private
placement offers a far better oppor
tunity to get needed growth fund
ing, he advises. “Unfortunately most
executives in companies needing
such funding simply don’t know
that financial institutions—insurance
companies, pension funds, private
investment companies—have inves
table capital to offer. And, if they
do know it, they don’t know how
to go about getting it.”
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This is where the investment
banker can come in, according to
Wolfson. Getting the right com
pany together with the right insti
tution is one of the most important
functions an investment banker can
perform, he believes. “Underwrit
ing issues is only one of the roles
we play in financing business,
though it is the best known,” he
points out.
And the investment banker has
the immense advantage over the
average businessman of knowing
which particular types of compan
ies a given institution is interested
in backing. Medical supply com
panies, for instance, may be a favor
ite investment field for insurance
company A, while insurance com
pany B may favor construction con
cerns and be quite indifferent to
medical supplies. These intangibles
are the banker’s stock in trade; they
are complete mysteries to the aver
age businessman seeking capital.
And, besides guiding the busi
ness needing additional financing
to the best source of such aid,
Wolfson says, an astute investment
banker can be invaluable in mak
ing the presentation to the pro
posed lender.
"Even when a company does
manage to get the ear of an insti
tution on its own,” according to the
financial executive, “the opportun
ity may fall by the wayside be
cause it very often doesn’t know
how to present its case properly.”
Many executives, expert in their
own fields, are less than effective
when it comes to developing a fi
nancial proposal, he says. “Invest
ment bankers are skilled in pre
senting salient operating informa
tion and projections in a format
familiar to institutions. Addition
ally, we find that the procedure
frequently helps corporate manage
ment sharpen its own planning,” he
adds.
That is another of his points in
arguing against a public stock offer
ing as the first move toward obtain
ing outside financing for most com
panies.
“Many private companies or
family-owned concerns are just not
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ready for the rigors of an SEC
registration,” he said. “If you have
too many relatives on the payroll,
if you have too many companypaid memberships in country clubs
for executives, if there’s waste in
various other benefits, the SEC reg
istration will go badly. Yet ex
actly this type of thing is what we
constantly run up against in com
panies looking for financing. In pri
vate financing, it doesn’t matter too
much; we can clean up the par
ticular situation and the lending
company will go along with the
situation after it’s corrected. With
an SEC offering it’s an entirely dif
ferent matter. Any hint that every
thing hasn’t been above suspicion
for the past several years is enough
to endanger your offering to the
public.
“And, of course,” he added,
“most of the offenses are not really
offenses in a privately-owned com
pany. If it chooses to put the
owners’ relatives on the payroll or
pay for country club memberships
for its officers, that’s its business.
It’s only when it goes public that
eyebrows can be raised.”

SEC responsibilities
This, of course, is as it should
be, he says. The SEC has an ob
ligation to insist on full disclosure
of every phase and aspect of any
company making a public offering;
this is designed to protect the in
vesting public. With private financ
ing, however, the arrangement is
a contractual one between the par
ties involved; the lender can make
any stipulations it wants before en
tering into the lending agreement.
The borrowing company can either
meet the stipulations or look else
where for capital. It is a much
simpler and much more flexible ar
rangement than is possible with an
SEC registration.
In effect, Mr. Wolfson’s recom
mendation that companies seek pri
vate financing rather than public fi
nancing for their first effort to
raise substantial outside capital is
a recommendation that a dress re
hearsal be held before the open

ing night. Private financing will
mean investigation, but by a less
demanding group than the SEC.
It will acquaint the fund-seeking
company with the things it must do
to put its own house in order but
it will not prevent the company
from getting the needed money if
corrective measures are taken.

CPA’s role
Shouldn’t the company’s own
CPA realize its practices are liable
to make it embarrassing to try for
SEC registration?
Very often, Mr. Wolfson said.
But there’s nothing wrong with the
practices as long as the company
is privately owned. The CPA may
note them in his reports but that’s
all he’s obliged to do. Besides,
many CPAs are themselves unfa
miliar with all the details involved
in a public offering and how mi
nute the investigation can be.
That brought up the question:
Is a well known and well establish
ed CPA firm name required for an
underwriter to accept a public is
sue?
Not at all, according to William
Wolfson. “My own firm has under
written issues where the CPA firm
was reputable but not nationally
known, and we’ll do it again,” he
said. “The main thing we look for
in a client’s CPA is familiarity with
all the details of going public. Of
course, we’d be dubious about a
one-man office in a small town but
mainly because our experience has
been that CPAs that small and
that far removed from major
stock exchanges simply don’t have
the experience needed for a public
offering.”
Here again is where an ongoing
relationship with an underwriter
established long before the firm
plans to go public can be invalu
able, he stressed, since the under
writer can guide both the firm
and its CPA through the intricacies
of going public, the standards that
will be expected, and the require
ments that must be met.
But still the major emphasis re
mains on using outside private fiManagement Adviser

nancing, through the underwriter,
before going public. This prepares
the company for eventually going
public; it builds a good working
relationship between company, un
derwriter, and CPA; it avoids the
difficulties implicit in SEC investi
gation and registration; and it
avoids possible adverse shifts in the
stock market between the time of
first registration for a stock offer
ing and the date when the stock
is finally cleared and goes on the
market.
Furthermore, if the private in
vestment route is taken first before
a public offering, the company can
then go back a few years later,
experienced in the procedures,
aware of the pitfalls, and issue
stock when it needs further capital.

Ongoing relationship
In practical terms, Mr. Wolfson
says, first arrangements with an in
vestment banker require no more
than two or three information
meetings a year. Then when capital
is needed, the investment banker
already knows much of what he
needs to know to find the best
source of that capital at the lowest
cost. “The important thing is con
tinuity, establishing the two-way
flow of information and keeping it
going until the time for action has
arrived,” he says.
There is no established method
of initiating this type of relation
ship, according to Wolfson. It often
springs up informally from deal
ings with a broker whose firm car
ries on investment banking activi
ties, or from recommendation of a
company’s lawyer or accountant.
Citing the current revival of in
terest in marketing new issues, he
recapitulated some of the pitfalls
companies may be overlooking in
their haste to take advantage of the
improved stock market tone. Some
of the factors to be aware of:
Launching a public issue is a
lengthy and extremely expensive
process and the market may not be
as receptive when registration is
finally complete as it was when it
was initiated. Private placements
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on the other hand usually do not
take nearly so long to negotiate
and are far less sensitive to market
trends.
“Full disclosure” is the rule in
preparing a registration statement
and prospectus. Closely held com
panies are usually sensitive about
revealing information to competi
tors and customers; it often comes
as a shock to them to realize how
completely they have to reveal
sales, earnings, “special” arrange
ments, and management compensa
tion. Information developed to ef
fect a private placement, on the
other hand, is held in strictest con
fidence between the parties in
volved.
Preparing a public issue is a
costly proposition, both in terms of
actual dollars spent for special au
dits and legal fees, and in the
amount of executive time consumed
in developing the registration state
ment.
Finding the right investment
banker to handle the offering can
be perplexing and time-consuming
for a company that has not set
up an arrangement with such a
banker years earlier and has never
launched a previous public offering.
Issuing shares to the public
makes the public a partner, in ef
fect, and involves obligations the
management of a closely held com
pany may have trouble adjusting
to.
In counseling against going pub
lic too hastily, Mr. Wolfson con
cedes that public underwritings are
the best source of income for an
investment banker. “A private
placement does not generate the
revenue of a public issue, it’s true,”
he says. “On the other hand, if we
can convince a company that a
year or two of solid achievement,
with private financing during the
period, will result in a better rec
ord when a stock issue is finally
registered, it’s likely that the stock
will command a better price. That’s
good for everyone, for the public
and for the client. It’s good for us
too. The more successful the issue,
the better it is for us to be asso
ciated with it.”

. . .if the private investment
route is taken first, before a
public offering, the company
can then go back a few years

later, experienced in the

procedures, aware of the
pitfalls, and issue stock when
it needs further capital.
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